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The knowledge management is a major strategic imperative that supports financial organizations in a 
competitive environment. The importance of knowledge management is reflected in the fact that most of 
the managers saw their organizations as knowledge-based organizations that recognized the 
importance of knowledge, knowledge acquisition, knowledge dissemination and responsiveness to 
knowledge. Although various processes have been linked to knowledge management, it is clear that 
financial organizations realize that these processes must be supported by organizational culture and 
ICT usage.  
 
The objectives of this study are to examine the conceptual models of knowledge management, to 
examine the causal relationship between internal organizational variables and knowledge 
management, and to determine the causal relationship between knowledge management and 
competitive intensity. This study surveyed the financial industrial environment by choosing the banking 
and insurance companies in three major cities in Central Java and Jogjakarta Special Province as the 
research population (total sample, N=201). The research subjects were the branch managers of the 
banking and insurance companies who were considered to have a sound understanding of knowledge 
management in their respective companies. This result indicated that the null hypothesis (model 
hypothesis) stating that there is no significant difference between the model and the acceptable 
empirical data was confirmed. This study demonstrated that the knowledge management activities were 
part of a system that had some linkage with other variables and functions as strengthener for the 
achievement of competitiveness through competitive intensity. 
 




In the knowledge-based industries, organizations consider knowledge as their most valuable and the 
most strategic resource. They believe that by managing their resources and intellectual capacities, they 
would become and remain competitive (Civi, 2000; Bollinger et al., 2001). Knowledge-based industries 
such as information technology, financial services and insurance, biotechnology, and consultancy are 
getting more and more important in terms of their share in the gross national product; and knowledge 
management had its roots in these industries (Agrawal, 2001).  
 
Knowledge is the new basis of competition (Drucker, 1993) and only knowledge resources have 
unlimited potential for growth (Nonaka & Takeuchi 1995; Davenport & Prusak 2000).  Organizations 
that are able to acquire, generate, disseminate and use knowledge better than competitors are likely to 
gain substantial advantages. Without constant knowledge management, the business performance 




There are three research questions as follows  
1. Is the model of knowledge management developed and tested empirically supported by appropriate 
and adequate data ? 
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2. How do organizational culture and ICT usage exert influence on knowledge management process 
in banking and insurance companies ? 




Overall, this study was meant to test the hypotheses that knowledge management are influenced by 
organizational culture and ICT usage, and that knowledge management as a strategic imperative 
variable exerts influence on competitive intensity in the banking and insurance companies in Central 
Java. In other words, the knowledge management factor was expected to play some kind of mediating 
role between organization culture, ICT usage and competitive intensity. 
 
REVIEW OF THE LITERATURE 
 
Organizational culture and knowledge management 
 
Kotter and Heskett (1992) stated that almost all of books on organizational culture concluded or implied  
some connection between organizational. Managing knowledge is meaningful to the organization (Probst 
et al., 2000). The key variables are organizational culture and internal technical climate (Grant, 1996; 
Lang, 2001; Moffet et al., 2002). Organizational culture is the most important factor for successful 
knowledge management (Davenport et al.,1998; Martin, 2000; Von Krogh et al.,2000; De Long & 
Fahey, 2000; Salleh et al., 2004). Specifically, organizational culture is the major barrier to creating and 
leveraging knowledge assets (De Long & Fahey, 2000; Skyrme & Amidon's, 1997; Chase's, 1998; 
McDermott, 1999). Consistent to the objective of this study, Von Krogh (1998) has suggested that 
indicators in organizational culture promote employees’ active knowledge management behaviors 
(Argyris, 1977; Davenport & Prusak, 1998; Levett & Guenov,  2000).   
 
ICT and knowledge management 
 
ICT can be viewed as both a key contributor and an enabler to the field of knowledge management. ICT 
alone will not result in the creation of a knowledge management (Davenport & Prusak, 1998; Kim & 
Lee, 2004; Soliman & Spooner, 2000). ICT is necessary but not sufficient for successful knowledge 
management (Balthazard & Cooke, 2004) and plays a major role in supporting knowledge accumulation 
and sharing (Jedin et al., 2001). 
 
Knowledge Management and Competitive Intensity 
 
The increased competitive intensity was positively associated with adoption of the “extended marketing 
concept,” which was in turn positively associated with increased organizational performance (Bharadwaj 
et al., 1993; Darroch, 2001; Lusch & Laczniak, 1987). Knowledge dissemination and responsiveness to 
knowledge have been mooted as the components that would have the most impact on the creation of a 





The definition shows that knowledge management includes three parts: knowledge acquisition, 
knowledge dissemination, and knowledge use within and between organizations (Darroch, 2003; 
Kinney, 1998). Based on literature analysis and explorative studies and some conceptual frameworks 
developed by previous researchers, some interrelated factors of knowledge management have been 
identified (Moffet et al., 2002; Gupta and Govindarajan, 2000; Salleh et al., 2004). 
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The Dependent Variable - Competitive Intensity  
 
High level of competitive force within an industry may threaten the relevant companies because it may 
reduce their profit gain. In contrast, a weak force may be viewed as an opportunity because it may allow 
the company to earn greater profits. In the short run, strong forces act as constrains on a company’s 
activities. In the long run, however, a company, through its choice of strategy, may be able to change the 
strength of one or more of the forces to the company’s advantage (Wheelen & Hunger, 2004). Thus the 
company may use knowledge management process to produce various advantages (Mahoney & Pandian, 
1992) to improve its competitive intensity.  
 
The Independent Variable - Organizational Culture  
 
In the discussion of organizational culture, Barney (1991) noted that a competitive advantage 
(competitive intensity) in the businesses is developed by organizational culture since organizational 
culture is the most element for achieving competitive intensity (Indriantoro, 2000; Tjandradiredja, 2002; 
Moeljono, 2003). Levett and Guenov (2000) conclude that organizational culture plays a primary role in 
the likelihood that employees will be willing to work together and share their knowledge. 
 
The Independent Variable – ICT Usage 
 
ICT usage is an essential element of an effective knowledge management process. ICT experience and 
ICT literacy will support knowledge acquisition, knowledge dissemination and responsiveness to 
knowledge within the organization. ICT usage has been related to model of competitive advantage 
(Burn, 1990) and it was  proven as positively related to organizational performance (Sohal & Lionel, 
1988).  
 
The Mediating Variable – Knowledge Management 
 
Kautz & Thaysen, 2001; Liao et al., 2004, concludes that the success of knowledge management in 
organizations, depends not only on technological means, but is also related to behavioral factors. 
Knowledge management is a function of top management in which the organization should concentrate 
their learning efforts, clarifying business strategy and establishing challenging goals (Alavi & Leidner, 
2001; Nonaka & Takeuchi, 1995; Senge, 1990).  Knowledge management that involves processes of 
acquiring, disseminating and using knowledge needs the help of organizational culture and ICT usage 
support where possible in financial services. Through a combination of supportive organizational culture 
and ICT usage, a banking or insurance company can bring its knowledge management process to create 






Null Hypothesis :          There is not any significant difference between the covariance matrix of the 
sample data and the covariance matrix of the estimated population. 
Alternative Hypothesis: There is a significant difference between the covariance matrix of the sample 




From the above literature review, the study comes up with a conceptual basis for the connections 
between organizational culture, ICT usage, knowledge management and competitive intensity. From the 
interconnections between these constructs, the following hypotheses of causal relationships within 
financial industrial environment – particularly banking and insurance – are proposed for this study:  
 
Hypothesis-1: Organizational culture and ICT usage exert an influence on knowledge management in 
banking industry . 
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Hypothesis-2:Knowledge management exerts an influence on competitive intensity in banking industry. 
Hypothesis-3: Organizational culture and ICT usage exert an influence on knowledge management in 
insurance industry .  
Hypothesis-4: Knowledge management exert an influence on competitive intensity in insurance industry. 
Hypothesis-5: Organizational culture and ICT usage exert an influence on knowledge in banking and 
insurance industry.  
Hypotheses-6: Knowledge management exerts an influence on competitive intensity in banking 




Empirical Research Model 
 
The model applied in this study is developed based on model construction stages and structural equation 
analysis. The research model is developed to meet the principles of concise theoretical model with 
strategic perspective and the principle of parsimony. The model describes the linkage between  internal 
organization variables and a major strategic imperative that supports companies in a competitive 
environment (Kumar et al.1998; Maier & Remus, 2001, Frank, 2000, Squier & Snyman, 2004, Wheelen 
& Hunger, 2004). The internal strategic variables consisted of organizational culture and ICT usage; the 
major strategic imperative was explained by knowledge management; and the organizational competitive 
environment was explained by competitive intensity. The empirical research model was developed based 
on an assumption that linear causal relationships are there. This study had used Structural Equation 





In covariance-based SEM, latent variable is measured through reflexive indicators (dimensions). Such 
reflexive model assumes that construct or latent variables influence indicators or, in other words, the 
direction of the causal relationship is from construct to indicators, or manifest. In fact, latent variables 
may be formed by formative indicators assuming that indicators influence construct (Ghozali, 2006). 
According to Bollen (1989), construct selection based on reflexive model or formative model depends 
on the priority of the causal relationship between the indicators and the latent variables. Fornell and 
Bookstein (1982) further suggest that constructs such as “personality” or “attitude” are usually seen as 
factors eliciting something observable that the indicator is considered reflexive. In this study, since the 
selected constructs and latent variables are related to attitudes or behaviors, the indicators are reflexive 
ones (see Appendix-1).  
 
Data Collection Procedure 
 
This study was done by distributing questionnaire directly to the managers who have thorough 
understanding about their internal organization and organizational strategies. The survey instrument used 
was a questionnaire. It contains four sections, for the section of organizational culture we use the scale 
developed by Goffee and Jones (1998). In order to assess the level of ICT usage we decide to use the 
survey instrument developed by Seyal et al. (2000). For the knowledge management section, we decide 
to use the survey questionnaire developed by Jenny Darroch (Darroch, 2003). For the competitive 
intensity section, the scale of Lusch and Laczniak’s (1987) was used. Data collection was done between 
November 2005 to end of March 2006. The results are presented in Table-1. Total number of 
questionnaires distributed in three cities - Semarang, Surakarta, and Yogyakarta - was 345. The 
questionnaires were distributed according to the company list provided in the Standard Trade and 
Industry Directory of Indonesia (STDI) XX1 Edition (2004).  
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Table 1  Response Rate 
Description Bank Insurance Bank and Insurance 






















223/345 = 0.65 
201 
 




Weighted factor score that resulted from AMOS’ confirmatory factor analysis, therefore it produces 
indicator composite measure of latent construct. Composite reliability of each latent construct (α) is 
meant to measure internal consistency of latent construct that indicates common latent (unobserved) 
construct. High reliability measure has impact on the level of confidence on an individual indicator 
consistency in measuring the same measure. Since the outcome of the above calculation of construct 
reliability of organizational culture was 0.94 (greater than 0.70), the data analyses used in this study 
came up with results that might be interpreted quite reliable. The same result was gained for the 
construct reliability of ICT usage (0.77), knowledge management (0.96), and competitive intensity 
(0.82); they may all be interpreted reliable. 
 
Results of Structural Analysis 
 
The analyzed model was a recursive one, which meant that there was no reciprocal regression between 
latent variables or constructs (Ghozali, 2004). Confirmatory factor analysis was carried out to test the 
measurement model developed for each latent variables, both exogenous and endogenous, from which 
some revisions were done in order to have more appropriate model. Thus, not all of the observed 
variables passed the confirmatory testing and only those passing the confirmatory testing that were used 
in the full structural model analysis. The followings were the results of data analyses of samples’ 
structural model testing for standardized estimates in the form of path diagram (see Figure-1). Testing 
results of the three samples suggested that the models fit the data used in the testing, as shown in the 
various indices resulting from research model fit (see Table-2). 
 
Table 2 Research Model Fit 
Indices Recommended Value 







CMIN/DF < 5.0 1.566 1.425 1.232 
Probability ≥ 0.05 0.023* 0.059 0.175 
GFI ≥ 0.90 0.955 0.932 0.923 
AGFI ≥ 0.90 0.921 0.879* 0.863* 
TLI ≥  0.90 0.972 0.964 0.974 
CFI ≥ 0.90 0.981 0.975 0.982 
RMSEA ≤ 0.08 0.053 0.060 0.054 





Figure 1  Structural Model Testing for Banking and Insurance Standardized Estimates 
 
Results obtained from the structural equation modeling analysis suggested that the research model 
exhibited a quite satisfactory overall fit. Goodness of fit index (GFI) and comparative fit index (CFI) 
values were exceeding recommended level 0.9, and so were the values of adjusted goodness of fit index 
(AGFI), the Tucker and Lewis Index (TLI), root mean square residual (RMSEA), normed chi-square 
(CMIN/df) are recommended. 
 
Causality Hypotheses Testing Results 
 
Using t-test significance testing results - referred as critical ratios in the SEM-AMOS analysis - that is 
the estimated values of regression coefficients compared to the standard error of estimate, mostly the 
causal relationships tested showed appropriate critical ratios (greater than 1.96), meaning that the 
hypotheses tested were confirmed.  The analysis yielded results that strongly supported all of the six 


























       0.13 
Regression (Banking & Insurance) 
Chi-squares=48.542 
Df              = 31 
Prob           = 0.023 
GFI            = 0.955 
AGFI         = 0.921 
TLI            = 0.972 
CFI            = 0.981 
RMSEA    =  0.053 
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Tabel 3  The Causality Maximum Likelihood 
Relation Sample Estimate Standardized 
Estimates 
S.E C.R 
KM  Org Culture Bank & Insurance 0.352 0.470 0.099 3.562 
KM  ICT Usage Bank & Insurance 0.150 0.288 0.048 3.134 
CI    KM Bank & Insurance 0.544 0.912 0.147 3.693   
KM  Org Culture Bank 0,199 0,279 0,131 1,513 
KM  ICT Usage Bank 0,200 0,408 0,060 3,359 
CI    KM Bank 0,609 0,897 0,190 3,209 
KM  Org Culture Insurance 0,279 0,381 0,131 3,593 
KM  ICT Usage Insurance 0,168 0,335 0,037 4,473 







If knowledge management was seen as a systematic approach (Bergeron, 2003) and a management 
function (Darroch & McNaughton, 2000), this study demonstrated that knowledge management 
activities was part of a system that had some linkage with other variables and functions as strengthener 
for the achievement of competitiveness through competitive intensity and therefore provide long term 
benefits to the organization. This study also suggested that knowledge management was influenced by 
internal strategic variables: organizational culture and ICT usage that in turn exerted influence on the 
increase of competitive intensity within banking and insurance companies. This result indicated that the 
null hypothesis (model hypothesis) stating that there is no significant difference between the model and 
the acceptable empirical data was confirmed. This means the model was fit.  
 
All seven hypotheses in the basic hypothesized model (Figure-1) were strongly supported. Moreover, the 
hypotheses testing also found that organizational culture exerted slightly higher influence (0.381) on 
knowledge management than ICT usage (0.335) in all companies studied. This study was consistent with 
other studies (Davenport et al.,1998; Martin 2000; Von Krogh et al.,2000; De Long & Fahey, 2000; 




Although in general internal strategic variables exerted influence on knowledge management, it turned 
out that the regression coefficients of the influence in banking companies alone, in insurance companies 
alone, and in both banking and insurance companies (total sample) were different. The influence of 
organizational culture on knowledge management in banking companies was the highest (0.47) 
compared to what applied to insurance companies (0.28) or total sample (0.38). While the influence of 
ICT usage on knowledge management in insurance companies was the highest (0.41) compared to what 
applies to banking companies (0.29) and total sample (0.33).  
 
Probably, the difference of influence of organizational culture and ICT usage on knowledge 
management in banking and insurance company might be linked to Wulff and Suomi’s (2002) 
suggestion, that banks mostly operate on standard transactions that can be computerized. In insurance 
companies, human assessment of risks and losses has a key function. The results of this study could be 
contradictory to this suggestion.  
 
The influence of knowledge management on competitive intensity in banking companies, insurance 
companies, and total sample showed relatively the same regression coefficients (0.91; 0.90; 0.91). Thus, 
it might be concluded that the influence of knowledge management on competitive intensity in each 
sample was relatively the same. Referring to Squier and Snyman’s (2004) opinion suggesting that 
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knowledge management is a major strategic imperative that supports financial organizations in a 
competitive environment, this study found it to be in line findings.  
 
CONCLUSION AND IMPLICATIONS 
 
This finding was in accordance with what have been found by Burnstein et al., 2002; Ali et al., 2004; 
Goffee and Jones, 1996; Sackmann, 1991; Deal & Kennedy, 1982; Hofstede, 1991; Kotter & Heskett, 
1992; Morgan, 1986; Schein, 1985; Trice & Beyer, 1993; De Long, 2000). It may be concluded then that 
knowledge management process revealed in this study was an output shaped and shared by the organization 
and derived from behaviors determining practices within the organization. Organization culture and ICT 
usage may be identified and grouped as firm’s resources by considering the strengths and weaknesses. The 
rent-generating (profit) potential of these resources should be appraised, the strategy should be selected, 
and resource gaps should be identified and invested in upgrading weaknesses (Wheelen & Hunger, 2004). 
 
Knowledge is value-added behavior and activity (Pfeffer & Sutton, 2000; Skyrme, 2000; Skyrme, 2001) 
comprising tacit/implicit knowledge (within the individual’s head) and explicit knowledge (which is 
encoded and expressed as information in database, documents, etc.). Therefore, knowledge management 
process is dynamic and improvable in order to yield added-values to deal with competitions. Banking 
and insurance companies may use this study’s findings in formulating their business strategy.  
 
LIMITATIONS OF THE STUDY 
 
This study  was always the possibility that the validity demonstrated will hold true only for this 
particular population due to unknown factors (Campbell & Stanley, 1966). The findings of the study 
were also limited to the reliability and validity of the survey and the accuracy of respondents’ self 
perceptions, biases and memory (Kerlinger, 1986). This study was dependent upon the instruments 
which could measure the characteristics that were directly related to personality and the work place. 
Specifically, the results assume that the questionnaires was an adequate measure of internal strategic 
variables, knowledge management and competitive intensity within the organization. It was further 
assumed that the participants understood the directions and content of the various survey forms and 
responded honestly.  
 
APPLICATION OF THE RESULTS AND FURTHER RESEARCH 
 
A large number of companies are currently experiencing difficulties to maintain their general picture of 
data, information, and internal knowledge (Gupta et al., 2004). This lack of transparency results in 
inefficiencies, uninformed decisions, and duplications. Therefore, an effective knowledge management 
must be supported by some transparency in order to help the individual employees in deciding what 
they need.  
 
The tested model can be used for strategic analysis of financial service companies, particularly banking 
and insurance companies. The tested model may be replicated  with additional constructs and more 
samples from other industrial sectors. This study may be deepened by a follow-up study on the process 
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Appendix-1 : Constructs and Indicators 
 
 





This construct is built on two indicators characterizing organizational  
culture who is humane relationship-oriented  and to task- or output-oriented.
1. Sociability is consistent with a high people orientation,  
       high team orientation, and focus on processes rather than outcomes. 
2. Solidarity is consistent with high attention to detail and  




This construct is built on two indicators characterizing ICT usage  
which are experience-oriented and grade of literacy-oriented: 
1. ICT experience of managers, include  the respondents’ experience with 
various packages and systems related tasks. 
2. ICT literacy factors, such as in-house computer training, outside  








This construct is built on three indicators characterizing knowledge 
management: 
1. The knowledge acquisition includes of attitudes & opinions,  
    financial developing, changes in market,  human capital profile, 
    partnership with int’l and  market surveys  
2. The knowledge dissemination includes  market information,  
    disseminated on-the-job, use of specific techniques, organization 
    uses technology and  prefers written communication. 
3. Responsiveness to knowledge includes response to customers, 
    well-developed marketing function, response to technology, 






This construct  is built on three indicators characterizing organizational  
competitive intensity which includes: 
1. Firms will be spending more of each sales rupiah on marketing due to  
    increased competition 
2. Firms in the industry will be aggressively fighting to hold onto their  
    share of the market 
3. Competition will be more intense
